.Y

- R INFGRNMAT T REo71VED
- g Relcase copies 'y Piririct

N\ DBate_ [~ }I'%G

“ ——— e e - - - - e e
' Surnzme-_—“- (

G sy 1ana
@ GiRY (¥R

izv [

Dear Applicant:

rie have considered ycur appljcati.;-:n for recognition of exeryption
iraz federal incame tax under section 501{c)(9) of the Internal Revenue
Code of 1954.

You were created to vovide hospital and aedical insurance to the
erployees of - ord wage continuation and disability
payments. Contributicns to prowvide benefits under the Plan shall be
raid by the employer. Presently, there is one enployee,
I o is rresident of the aployer as well as a trustee of your
trust.

Section 501(c){9) of the Code provides for the exerption from federal
incone tax of voluntary employees' leneficiary associations providing for
the payrent of life, sick, accident, or cther benefits to the perbers of
such associaticn or their dependents or desiqnated beneficiaries if no
part of the ret earnings of such association inures (other tnan through
such payments) to the benefit of aiy privete shareholder or individual.

Section 1.5C1(c)(2)-2(a)(1) of the Incame Tax Regulaticus provides
that menbership of an organization described in section S01(<)(9) nust
consist of individuals who becare entitled to participate by reascn of
their beine eployees and vhose eliyibility for hesbers ip is defined ly
reference to cbjective standards that coastitute an enpioyient-related
canten bond anoeg such individuals. Also, whether a craup of imdividuals
is defined by = permissible standard or standards is a Yuestion to be
detenaned with rejard to all the facts and ciramstances {erphasis added).

Section 1.501(c)(9)-2(2)(2) of the regulations states that amy
objective criteria used to restrict eligibility for mempership or benefits
may not, however, be selected or adwinistered in a manner that limits
menbership or benefits to officers, sharetwlders, or highly canpensatad
arployees of an employer contributing to ctherwise funding the erploy=es
association. Similarly, eligibility for benefits may not te subject to
conditiong or limitations that have the effect of entitling officers,
shareholders, or highly compensated employces of an employer contyibating
o or otherwise funding the eployzes' association to benefits that are
disproportionate in relaticn to benefits to which other mechers of the
associaticn are entitled.
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Section 1.501(c){2)~3{L) of the regulations states, in part, that
for the pirpcses of Getermi ning whether prohinited irmrevent has
OCTurred, the peyient o any meber of dispraortionate benefies,
whers such payrment is not sursuant +o objective arg nondiserininatory
standards, will net te considered a benefit vithin the seanirg of
section 501(c)(9) of <he Code. ¥or fxasple, the payment o highly
Cpensated persomiel of Lenefits thar are disproportionate in relaticn
%o benefits received by ctlier meiers of the associaticn will con-
stitute prahibited imirenent.

Besed on the information submitted, we conclude that YOu are nct

a woluntary employess' beneficiary association as that tenn is used in
section 501(c)(9) cf the Code.

First, althoush your Trust agreanent provides for a renbere
ship of emloyees, . s our only recer and under
your plan in the sole recipient of benefits. As stated in secticn
1.501{c){(2)~342){1) of we regulations, to b described in section
501{c} (%) the mebership of an organization nust consist of individuals,
+ho becare emvitled to participate hy reason of theijr being espluyees
and whose eligibility for rerdership is defined by reference to ojective
standards thar constiture an erployrent-related oawon bond arang such
individuals. (irwhesis added.) ‘This relationship does not exist in your

organdzation,

Secord, even if your Yrust's eligibility reguirements met the
merbership requirements, section 1.300(c)(9)~2(a)(2) of the regulations
Frohibdts exaption under sectien 501{c)(9), where the eligibility for
merbership or benefits are agmindsteres in o mamer that lirdts rerbere
ship ar henefits to officers, shardolders, or highly compensated
erployres. is an officer of the employer's
organization. Lecause e is the anly uenbor and the sole recipient of
Lenefits, jou do net azet the Teqquirement of the regulations. TFurther,
in this respect, lvsad on the facts am ciramstances, it Fay e considered
that he is receiving disproportionate benafits am, therefore, prohibited
iruresent ccowr s widch defeats erption under seotion 561{c)(v) of the
Code.

Accordingly, rased on all the facts and ciraustances, w2 conclude
that your trust ard plan does not walify for recognition of exemntion
fraz federal incow tax under section 5CL{c)(9) of the Code. You are,
therefore, reguired o file federal incaw tax returns.

ou have a right to protest this ruling if you velieve jt is ine
correct. To protest, you should sutsit a statanent of your views, with
A full e lanation of Your reasoning, This statament, sicned by one
Of your principal officers, st be suizdtted within 21 days fran +he




date of <his letter. You also have a right to a conference in *his
office after your statament is submitted. You rmst request tnhe
conference, if you want one, when you file your Protest statovesns,
Ifymaretoberepresentedbysum}emismtmecfmprbcipal
officers, that person will need to file a proper power of attorney

and otherwise cualify under cur Conference and Practices Procudasres,

If ve do not hear fram you within 21 days, this ruling w31l becoe
final and copies of it will be forwarded to the District Direcrer,
Baltirore, Maryland. Thereafter, any questions about your federal incame
tax status or the filing of tax returns should pe addressed ¢o hat
office.

vihen submitting addjtional letters with respect to this cage o the
Inmtemal Revenue Service, you will expedite their receipt by placing
the following syrbols on the envelope: OP:E:E0:T:R:1, Foar 6505, These
symbols 8o not refer to your case but rather to its locaticn.

Further correspondence with respect to this case should e semt to
the oliowing address:

Internal Raveruo Service
1111 Constitution Ave., ..
Washington, D. C. 20224
Attn: I
I

Sincerely yours,

I

Chief, rulings Section

Exempt Organizations
Technical Branch

cc: DD, Baltumore
Attn: O Group




